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welfare that private institutions, with their
possibility for mismanagement are not al-
lowed to exist.
State Banks. A state bank is one which is
chartered by the state and is constantly under
state supervision. Such a bank must follow
strictly the banking laws of its state, and the
institution is regularly examined by a state
bank examiner.
National Banks. The national bank system
was organized by a law passed in 1863.
Under this act banks ma^/ be organized by
five or more persons, authorized to issue
notes for circulation by purchasing govern-
 under direct control of the Treasury Depart-
ment.
Currency Law of 1913. The national bank
act of 1863 was framed to meet an emergency,
that is, to create a market for United States
bonds and to standardize and give uniform
value to bank notes. It survived changing
conditions for fifty years, but for years it
had been recognized that the system of note
issue had grown so inflexible as to support
inadequately the great business development
of the country. The fundamental purposes
of the new law were (1) to supply better con-
trol of bank reserves and (2) to provide a
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ment bonds with their capital stock. At first
the issue of notes was limited to ninety per
cent of the face value of these bonds, but by
an act of 1900 the banks were allowed to issue
notes to the full amount of their bonds, or in
excess of this amount, if gold or specie to
cover the excess is deposited with the United
States government. The minimum capital
stock allowed is $25,000, for banks in towns
having a population of three thousand or
less; $100,000 is minimum for large cities.
Strict supervision of all operations of the
national banks is exercised by the govern-
ment through a system of examiners, directed
by the comptroller of the currency, who is
 more flexible currency based upon, commer-
cial assets instead of government bonds.
This currency is issued under the super-
vision of the federal reserve board, by the
twelve federal reserve banks which, were
created under the terms of the act. The
primary function of these banks is to redis-
count commercial paper* For example, a
retailer pays for goods which he has received
from a wholesaler by giving his note. The
wholesaler presents the note to a national
bank, which pays it, less the interest or dis-
count. The bank in turn presents the note
to the reserve bank, which rediscounts it and
pays for it with current funds or, if neees*

